Inflation targeting under asymmetric preferences by Ruge-Murcia, Francisco J.
INFLATION TARGETING
UNDER ASYMMETRIC
PREFERENCES
Francisco J. Ruge-Murcia
Banco de España
Banco de España — Servicio de Estudios
Documento de Trabajo n.º 0106
INFLATION TARGETING UNDER
ASYMMETRIC PREFERENCES*
Francisco J. RUGE-MURCIA1
_________________________
* Centre de recherche et développement en économique (C.R.D.E.) and Départment de sciences
économiques, Université de Montréal.
1  This paper draws on preliminary research carried out jointly with Hashem Pesaran. The author is grateful
to him for graciously allowing the use of that material here. A substantial part of this project was carried out
while the author was visiting research fellow at the Bank of Spain in the spring of 2000. He has received
helpful comments by Rui Castro, Larry Christiano, David Johnson, Athanasios Orphanides, and participants
in seminars at Carleton University, the Bank of Spain, the Canadian Macroeconomics Study Group (London,
November 1991), and the Winter Meetings of the Econometric Society (New Orleans, January 2001). All
data and programs employed in this project are available from the author upon request. Financial support
from the Social Sciences and Humanities Research Council and the Fonds pour la Formation de chercheurs
et l’aide à la recherche is gratefully acknowledged.
ABSTRACT
This paper develops and estimates a game-theoretical model of inflation targeting where
the central banker’s preferences are asymmetric around the targeted rate. In particular, positive
deviations from the target can be weighted more, or less, severely than negative ones in the central
banker’s loss function. It is shown that some of the previous results derived under the assumption
of symmetry are not robust to the generalization of preferences. Estimates of the central banker’s
preference parameters for Canada, Sweden, and the United Kingdom are statistically different
from the ones implied by the commonly used quadratic loss function. Econometric results are
robust to different forecasting models for the rate of unemployment but not to the use of measures
of inflation broader than the one targeted.
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suhihuhqfhv duh xqrevhuyhg e| wkh jryhuqphqw dw wkh prphqw ri ghohjdwlrq1 Wkh xqfhuwdlqw| shuwdlqv rqo|
wr wkh lqdwlrq2xqhpsor|phqw zhljkwv wkdw duh vwrfkdvwlf/ lq dq rwkhuzlvh vwdqgdug txdgudwlf orvv ixqfwlrq1
Qrwh krzhyhu wkdw wkh uljrurxv prgholqj ri suhihuhqfh xqfhuwdlqw| lq d g|qdplf vhwxs zrxog dovr uhtxluh
wkh vshflfdwlrq ri d ohduqlqj phfkdqlvp rq wkh sduw ri wkh sxeolf2jryhuqphqw1 Wkxv/ lq rughu wr nhhs
wkh vfrsh ri wklv surmhfw pdqdjhdeoh/ L kdyh dgrswhg wkh vlpsoli|lqj dvvxpswlrq wkdw suhihuhqfhv duh sxeolf
lqirupdwlrq1 Wr prwlydwh wklv dvvxpswlrq/ lw frxog eh dujxhg wkdw wkh wudfn uhfrug dqg wkh suhylrxvo|0
h{suhvvhg rslqlrqv ri lqglylgxdov pljkw surylgh lqirupdwlrq derxw wkhlu suhihuhqfhv zkhq lq rfh1
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49Wklv uhvxow uholhv rq wkh ghqlwlrq ri wkh udwh ri lqdwlrq dv wkh fkdqjh lq wkh orj ri wkh sulfh ohyho1
Zkloh/ vwulfwo| vshdnlqj/ wklv lv dq dssur{lpdwlrq wr lwv shufhqwdjh fkdqjh/ wkh qxphulfdo glhuhqfh ehwzhhq
wkh wzr phdvxuhv lv qhjoljleoh iru vpdoo udwhv ri lqdwlrq1
4:Lq suholplqdu| zrun/ L dovr xvhg wkh vhdvrqdoo| xqdgmxvwhg xqhpsor|phqw vhulhv1 Uhvxowv duh vlplodu wr
wkh rqhv uhsruwhg dqg duh dydlodeoh iurp wkh dxwkru xsrq uhtxhvw1
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4;Wkhvh vwdwlvwlfv duh urexvw wr xvlqj eurdghu djjuhjdwh sulfh phdvxuhv1 Iru Fdqdgd/ wkh dyhudjh FSL
lqdwlrq ghyldwlrq iurp wkh wdujhw lv 3=9<> dqg :9=<( ri lwv revhuydwlrqv duh ehorz wdujhw1 Iru wkh Xqlwhg
Nlqjgrp wkh dyhudjh USL lqdwlrq ghyldwlrq iurp wdujhw lv 3=39> dqg 88=<( ri lwv revhuydwlrqv duh deryh
wdujhw1
4<Zkhq wkh prghov duh zulwwhq lq whupv ri rxwsxw/ udwkhu wkdq xqhpsor|phqw/ wkh suhglfwlrq lv wkdw rxwsxw
dqg lqdwlrq duh qhjdwlyho| uhodwhg1 Wklv uhvxow lv lqghshqghqw ri dvvxplqj d qhrfodvvlfdo h{shfwdwlrqv0
dxjphqwhg Skloolsv fxuyh +dv grqh khuh, ru d Qhz Nh|qhvldq Skloolsv fxuyh1 Iru h{dpsoh/ wkh uvw0rughu
frqglwlrq lq Fodulgd hw do1 +4<<</ s1 49:5, suhglfwv d qhjdwlyh uhodwlrq ehwzhhq rxwsxw jds dqg lqdwlrq1
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